
L,l'iiJ;,- ;

I 1,oes of Public-Privale Partnerships

i)L

DA.IE

About Us Council Members pPP tsasics Resources Ptoqrams & Events News Room

TYP E S C F p iJ B L lC- p 
FE lY,,Wf PAH"I'"|{ f R $ Fi I 

p$
horne D hcw partnErships work D types of public-privaie partlrerships

Types oi Partiierships

Public-Private Partnerships come in a variety of forms and nc c/r'o PPP projects are exactly alike.
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The National Council for Public-Pivate Padnerships, as a rcsource useC in develaping the GAO repon.

O&M: Operations and Mainten.ince
A public partner (federal, state, or local go,:;rnrnent agency or auihority) corltracts wiih a private.partner to provide and/or maintain a

specific service. Under the private operation and maintenance option, the public partner retains ownership and overall management of the
public facility or system.

OMM: Operations, f\laintenance & Mainagemeni
A public partner (federal, state, or local government agency or authority) contracts with a.private partner to operaie, maintaitl, and manage

a facility br sysiem proving a service. Under this ccntract option, the public partner retalrls ownership of the public facility or system, but

the private party may invest its own capital in the facility or system. Any privaie investment is carefully calculated in relatiotr to its

contributions to operational efficiencies and savings over the term of the contract. Generally, the longer the contract term, the greater the
opportunity for increased private investment because there is more time avaii.,,l:i. rr which to recoup any investment and earn a

reasonable return. Many local governments use this ccniractual partnership to ii. .. iide wast€rwatet treatment servlces.

DB: Design-Br-rilcl
A DB is when the private partncr provides both Cesign and construction of a project to the public agency. This type. of partnership c-an

reduce time, save money, provide stronger guarantees and allccate adclitional project risk [o the private sector. lt also reduces conflict by

having a single entity responsible to the public owner for the design and construciion. The public sector partner owns the assets and has

the responsibility for the operation and maintenance.

DB M: Desig n-Build-Maintain
A DBM is similar to a DB except the rnaintenance of the facility for son:c, !,.eriod cf time becomes the responsibility of the private sector
padner. The benefits are similar to the DB with maintenance risk being ailocateij to the private sector partner and the guarantee

expanded to include maintenance. The public sector partner olvns and operates the assets.

DBO: Design-Build-Operate
A single contract is awarded for the design, construction, and operation of a capitri irnprovement. Title to the facllity remains with the

public sector unless the project is a design/build/operate/ transfer or design/buil<l/own/operate prcject. The DBO tnethod of contracting is

contrary to the separated and sequential approach ordinarily used in thc United States by both the public and private sectors. This

method involves one contract for design with an architect or enginee ;, followed by a differerlt contract with a builder for project

construction, followed by the owner's taking over the project and operating it.

A simple design-build approach creates a single point of responsibility for design and construction and can speed proiect completion by

facilitating the overlap of the design and construction ph.rses of the project. On a public project, the operations phase is ncr'mally handled

by the public sector under a separate operations and maintenance agreernent. Combining i:'il ihree passes into a DBO approach

maintains the continuity of private sector involvemept ard can facilitate pri'rate-sector financing of public projects srrpported by user fees

generaied during the operations phase.

DBOM: Design-Bu ild-Operate-Maintain
The design-build-operate-maintain (OBOM) model is an integrated partnership that combines the design and construction responsibilities

of design-build procurerirents with operations and rnaintenance. These pri'i,:ct coi-nponents are procured from the privaie section in a

single contract with financing secured by the public sector. The public agrerii:y maintains ownership and retains a significant level of

oversight of the operations through terms defined in the contract.
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DB FOffi : Desig n-B uilcJ-Finance-Operate-Main tain
With the Design-Build-Finance-Operaie-Maintain (DBFOI/i) approach, the responsibilities for designing. building, financing, operating and
maantaining are bundled tagether and transferred to private sector partners. There is a great deal of variety in DBFOI/ arrangements in
the United States, and especially the degree to which financial responsibiliiies are actually transferred to the private sector. One
commonality thal cuts across all DBFOM projects is that they are either partly or wholly financed by debt leveraging revenue streams
dedicated to the project. Direct user fees (tolls) are the most common revenue source. However, others ranging from lease payments to
shadow tolls and vehicle registration fees. Future revenues are leveraged to issue bonds or other debt that provlde funds for capital and
proJect development costs. They are also often supplemented by public sector grants in the form of money or contributions in kind, such
as right-of-way. In certain cases, private partners may be required to make equity investments as well. Value for money can be attained
through life-cycle costing.

DBFOMT : Desig n-Bu ild-Finance-Operate-Maintain-Transfer
The Design-Build-Finance-Operate-\4aintain-Transfer (DBFOlvlT) pa(nership model is the same as a DBFOM except that the private
sector owns the asset until the end of the contract when the ownershrp is transfened to the public sector. \Mile common abroad,
DBFOMT is not often used in the United States todav.

B0T : Bu ild-Operate-Transfer
The private partner builds a facility to the specifications agreed to by the public agency, operates the faiility for a specified time period
under a contract or franchise agreement with the agency, and then transfers the facility to the agency at the end of the specified period of
time. In most cases, the private partner will also provide some, or all, of the financing for the facility, so the length of the contract of
franchise must be sufficient to enable the private partner to realize a reasonable return on its investrnent throlrgh user charges.

At the end of the franchise period, the public partner can assume operating responsibility for the facility, conkact the operations to the
original franchise holder, or award a new contract or franchise to a new private partner. The BTO model is similar to the BOT model
except that the transfer to the public owner takes place at the time that construction is completed, rather than at the end of the franchise
oeraod.

BOO: Build-Own-Operate
The contractor constructs and operates a facility without transferring ownership to the public sector. Legal title to the facility remains in thd
private sector, and there is no obligation for the public sector to purchase the facility or take.title. A BOO transaction may qualify for
tax-exempt status as a service contract if all Internal Revenue Code requirements are satisfied.

BBO: Buy-Build-Operate
A BBO is a form of asset sale that includes a rehabilitation or expansion of an existing facility. The government sells the asset to the
private sector entity, which then makes the improvements necessary to operate the facility in a profitable manner.

Developer Finance
The private pady finances the construction or expansion of a public facility in exchange for the right to build residential housing,
commercial stores, and/or industrial facilities at the site. The private developer conlributes capital and may operate the facility under the
oversight of the government. The developer gains the right to use the facility and may receive future income from user fees-

While developers may in rare cases build a facility" more typically they are charged a fee or required to purchase capacity in an existing
facility. This payment is used to expand or upgrade the facility. Developer financing arrangements are often called capacity credits, impact
fees, ot extractions. Developer financing may be voluntary or involuntary depending on the specific local circumstances.

ELIL: Enhanced Use Leasing or Underutilized Asset
An EUL is an asset management program in the Department of Veterans Affairs (VA) that can include a variety of different leasing
arrangements (e.9. lease/develop/operate, build/develop/operate). EULs enable the VA to long-term lease VA-conkolled property to the
private sector or other public entities for non-VA uses in return for recerving fair consideration (monetary or in-kind) that enhances VAs
mission or programs.

LDO or BDO: Lease-Develop-Operate or Build-Develop-Operate
Under these partnerships arrangements, the private party leases or buys an existing facility from a public agency; invests its own capital
to renovate, modernize, and/or expand the facility; and then operates it under a contract with the public agency. A number of different
types of municipal transit facilities have been leased and developed under LDO and 8DO arrangements.

Lease/Purchase
A lease/purchase is an installment-purchase conkact. Under this model, the private sector finances and builds a new facility, which it then
leases to a public agency. The public agency makes scheduled lease payments to the private party. The public agency accrues equity in
the facility with each payment. At the end of the lease term, the public agency owns the facility or purchases it at the cost of any remaining
unpaid balance in the lease.

Under this arrangement, the facility may be operated by either the public agency or the private developer during the term of the lease.
Lease/purchase arrangements have been used by the General Services Administration for bLrilding federal office buildings and by a
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Salel!-easebae k
This is a financial arrangement in which ihe owner cf a facillty sells it i() anothei entity, ancl sLtbsequently ieases it back frcm the netrr

o,'vner. Boih publicanrl private entities may enter inio saleileasebark arrangements fa( a./ade[/of reasons. An innovative application oi
the saleileaseback technique is ihe sale cf a public facilily to a pubirc oi-private hoiding cori-pany for ihe purposes of limiting gorrernnnental

liability uncer certain statues. UnCer this arrangemeni, the governrnent ihat scld the facility leases it back and continues to operate it.

Tax-Exennpt Lease
A public partner finances capital assets or facilities by bcrrowing funds from a pri,rate investor or {inancial institution. The private partner
generally acqurres title to the asset, but then transfers it io the public partner either ai ihe beginning or end of the lease ierrn. The poriicn
of the lease payment used to pay interest on the capital investment is iax exempt uncler state and federal laws. Tax-exempt ieases have
been used to finance a wrde variety of capiial assets, ranging from computers to telecommunicarion systems and rnunlcipal vehicle fleets.

Turnkey
A public agency contracts with a private investor/vendor to des,gn and build a complete facility in accordance with specified performance

standards and criteria agreed to between the agency and the vendor. The private developer commits to build the facility for a fixed price

and absorbs the construction risk of meeting that pricg commthnent. Generally, in a turnk--y transaction, the private partners use fast-track

construction techniques (such as design-build) and are not bound by kaditionbl public sector procurement regulations. This combination
often enables the private partner to complete the facility in significantly less time and for less cost than could be accomplished under
traditional construction techniques,

In a turnkey transaction, financing and ownership of the facility can rest wiih either the public or private parlner. For example, the public

agency might provide the financing, with the attendant costs and risks. Ajternatively, the private party might provide the financing capital,
generally rn exchange for a long-term contract to operate the facility.
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